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1. "Criteria for selecting portfolio securities"  
The capital market is a specialized market which meets and freely adjusts the supply and demand of 
financial assets in the medium and long term. Specifically, it is a market where are freely traded securities 
(stocks, bonds) a market which has the main role to raise capital to individuals and / or legal sparing (buyers of 
stocks and bonds) and pursuing profitable placement of such capital; these funds are raised by issuers of shares 
/ bonds, which are seeking capital to finance investment projects.  
Any investor's decision to invest the owned capital in financial instruments must take into account the 
investment strategy adopted, the means of identification and selection of financial instruments, the number of 
selected instruments, achieving optimal combination portfolio built and especially its time management 
compared with the investor's aversion to risk and the level of return expected from it. The portfolio is a mix of 
different securities held as investment. Choosing a portfolio depends on the tastes and preferences of each 
investor, on the held knowledge and experience, and the information they hold at a specific moment. Having a 
portfolio is a risk mitigation strategy called diversification. A portfolio may include: bank deposits, securities, 
bonds, shares, options contracts, futures, real estate, alternative investments; any other financial instrument that 
is expected to retain its value. 
Arrangements for construction and selection of portfolios of financial assets differ, most times, depending on 
the type of investor. A financial institution shall conduct its own investment analysis in building a portfolio, 
while an individual may use the services of a financial advisor/consultant or a financial institution which offers 
portfolio management. 
Any investor places their savings in the stock market hoping for a gain as large as possible, a portfolio 
selection is based on individual developed actions. Practice shows that not all investors place their funds in a 
single action that brings maximum profit but prefer to buy a group of actions based on certain criteria.  
Theories that analyze securities portfolio management aim to study precisely these criteria that determine the 
optimal portfolio choice. Therefore, it should be noted two major criteria to be taken into account in the choice 
of optimal portfolios, namely: 
x 7KHSURILW\RXFDQPDNHZLWKWKDWSRUWIROLR. This may be determined by taking the average profit of 
each share what goes into the portfolio;   
x The risk of that portfolio, i.e. it might not bring the expected profit. In this case it should be noted that 
the risk of a portfolio depends not only on individual risk components, but also the correlation 
between the evolutions of the actions forming the portfolio.  
3RUWIROLR7KHRU\ founder is considered Harry Markovitz, winner of Nobel Prize for Economics in 1990, 
together with William Sharpe and Merton Miller. Harry Markowitz based his theory on the idea that a joint 
action rate fluctuations in the stock market are due to two classes of causes, and therefore the risks faced 
by shareholders are two types:  
x - Systematic risk or market risk  
x - Unsystematic risk or specific, individual, differential risk 
Analyzing the behavior of investors it can be observed that maximizing profit is not the only criterion which 
they take into account because otherwise they would have invested the funds in a single action that would bring 
maximum profit. In the paper "Portfolio Selection", Harry Markowitz explained in 1952 that although investors 
are seeking to maximize profits, they are generally risk averse and this characterizes almost all investors, even 
the large ones. 
Financial instrument portfolio management is an important activity as factors that lead to the best performance 
for the investment are the right and good structure of portfolio management. The beginnings of the theory of 
portfolio management of financial instruments can be found in the first half of the twentieth century, this is the 
period in which were drafted first the methods of risk analysis and return on investment in financial 
instruments. Thus, have been stated a number of models for the analysis of financial investments such as: the 
"fair game" model, "martingale" model and "submartingale" model or "random walk" model.  
The "Fair Game" model was first argued by Louis Bachelier (1900) in his dissertation "The theory of 
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speculation" and was taken over by Paul Cootner out in "The Random Character of Stock Market Prices". 
Bachelier showed that investment decision on financial markets is based on two types of probabilities: a 
mathematical probability that can be associated purely to random events and the second category of dependent 
probabilities of occurrence of future events. Another important model in the classical theory is the model 
portfolio "martingale" and "submartingale" model by demonstrating that in time may appear a relationship of 
interdependence (autocorrelation) with respect to the evolution of the price of financial assets.  
The theory of "random walk" that no best estimate based on information currently available can not explain the 
evolution of earnings expected for the next period, has been developed since 1900 by the same Louis Bachellier 
conclusion of this model is considered one fundamental to modern portfolio theory.  
When building a portfolio of financial instruments is estimated that it must consider a range as varied such that 
the risk assumed to be as small as possible. The number of financial instruments that could be part of the 
portfolio depends on the investor, but experts in the field say that it should be at least seven in order to be 
compensated for a loss that might be recorded where one or more of these suffer a sudden drop. At the same 
time, it is recommended diversification by activity sectors. 
2. "Size and performance of the Romanian capital market"  
The main motivation of capital markets are the economy lies in the placement of securities of businesses 
seeking capital to potential investors, owners of capital surpluses.  
To characterize and measure the size and capital market performance are used a range of indicators. Of these, 
we further analyze those indicators that express market size or market capitalization, number of transactions 
and market developments.  
The market capitalization of the stock market is the product of the number of securities of all listed companies 
and their market price. This indicator was described by Warren Buffet as the unique and probably the best form 
to assess at any time the size of capital markets. 
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Fig. 1. The stock market capitalization (RON) 
 
Capital market in Romania is one of the lowest/smallest in Europe, taking into account the capitalization of 
companies listed and traded value, both in the primary market and the secondary market. An increase in the 
market capitalization can be seen throughout the period, with two exceptions in the years 2008 and 2011. These 
increases were the result of issuance of new securities, the price increase, the merger exchange with Rasdaq at 
the moment of Romania's accession to the European Union January 1, 2007 which was felt in the capital 
market or corporate debt and the stock conversion into shares increasing market capitalization represented a 
good sign for the market. 
It can be seen that by 2007, the market capitalization has increased steadily, reaching a historical high in 2007, 
of 85.9 billion lei. The following year, however, the stock market lost 53% of market capitalization and 
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decreased to the 45.7 billion. The next two years the growth of market capitalization values reached in 2010 
surpassed even the peak in 2007. However, the next year brought a further decrease of the indicator and 
increases were resumed from 2012, last year registering a new maximum of 133.8 billion lei. So 2013 was the 
best year for the analyzed national stock, but it looks with optimism to the results of 2014 which indicate that 
for the range 01/01/2014 - 02/10/2014 a value market capitalization of USD 130.5 billion lei.  
The regulatory framework in Romania makes market access is extremely difficult and costly. Thus, there have 
been numerous cases in the past and inevitably there will be in the future if changes significantly when 
investors and issuers have been prevented from participating in the market or have chosen other markets 
outside Romania, responsive to their needs and requirements. The filters and duties, procedures and controls 
multiple, time-consuming, is so requesting that unfortunately systematically reduce the number of new 
investors entering the market. Romania should establish an efficient access, effective and fast international 
investors, which will result in trading volume and high liquidity, and lower cost of financing for companies. 
Romania is one of the few countries in Europe that did not achieved to introduce all the typical market 
architecture of electronic system of accounts (dematerialization of securities). These systems serve not only 
recording marketable financial instruments, but are mechanisms that ensure the protection of investors' rights, 
and more importantly, reduce corporate costs and risks. They grow in a spectacular investor confidence if they 
are designed properly. Systems offer a comparable validation to the validation provided by public institutions 
such as government bodies or institutions of law. 
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Fig. 2. Number of transactions with shares (thousands) 
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Source: made by author based on data taken from the http://bvb.ro/TradingAndStatistics/GeneralStatistics.aspx 
*Note: for 2014, the period considered is 01/01/2014 - 02/10/2014 
 
Fig. 3. Number of transactions with bonds (thousands) 
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Analyzing the number of transactions with shares and bonds for the period considered it can be seen a different 
trend for the two categories of securities analyzed as follows: the number of transactions in shares increased 
during 2004 - 2007 after which the progress was downwards to currently moment, with a slight increase 
recorded in 2011; number of bond transactions had cyclical evolution over the period analyzed, the lowest 
value recorded in 2011, 248 transactions to peak in 2004 when 1,116 transactions were recorded. In the past 
three years, the trend for the number of transactions in shares declined while in the case of bonds was a rising 
trend.  
Evolution of the number of shares shown above in Figure no.2 is similar to the evolution of the market shares 
in general, both in terms of volume and market value of shares, as can be seen from the graphs shown below. 
The year 2007 brought the peak period, the value of shares transactions reached more than 13.8 billion lei, but 
this value decreased by 49.64% next year (2008) after which followed a further decrease of 26.72% in 2009. 
The increase was resumed since 2010, but never reached the peak in 2007. During the first 9 months of 2014 
the share transactions was over 10 billion lei.   
 
 
 
Source: made by author based on data taken from the http://bvb.ro/TradingAndStatistics/GeneralStatistics.aspx 
*Note: for 2014, the period considered is 01/01/2014 - 02/10/2014 
 
Fig. 4. Market Evolution (shares) 
 
From the graphs above it can be seen that although the largest volume of transactions in shares was recorded in 
2005, however, 2007 registered the highest value, as in the case of bonds, where the highest volume recorded in 
2005 but the maximum was reached in 2010, over 2.5 billion lei. The largest decrease recorded in the bond 
market evolution, if we take into account market volume, was recorded in 2008, the decrease from the previous 
year being 81.74%. If we consider the bond market, the largest decline of over 78%, was recorded in 2011 
when the market fell below 546 billion lei, as can be seen from the graphs below. 
 
 
 
Source: made by author based on data taken from the http://bvb.ro/TradingAndStatistics/GeneralStatistics.aspx 
*Note: for 2014, the period considered is 01/01/2014 - 02/10/2014 
 
Fig. 5. Market Evolution (bonds) 
 
The stock market has evolutionary theoretical significance and major practical implications arising from 
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complex relationships between resource allocation and effective use and maximum available demand for 
capital in the economy. The existence and degree of development of the capital market has become for our 
national economy criteria and conditions, a measure of the degree of evolution and development of a 
functioning market economy.  
Disappearance or maintaining a permanent state of underdevelopment of the local capital market would 
threaten the future of society, being one of the main pillars of job creation, economic growth and sustainable 
development. It will also mean a voluntary abdication of Romania to have a robust capital market as an engine 
of growth and prosperity in the long term and to participate in the global race for innovation.  
There are nations that benefit from the dynamism of their capital markets, generating impressive levels of GDP. 
Romania, with a relatively large population, well-educated intellectual capital and rich natural resources has the 
opportunity to develop a capital market to help stabilize the economy. Romania also has the opportunity to 
form a unique building in the world in order to generate prosperity based on agriculture and the financial sector 
as the main pillars. 
3. "Determinants of stock market activity"  
Nearly twenty years after the reopening of the stock market, the capital market in Romania is largely a 
replacement market, and not one of financing the economy. Exchange activity in Romania is carried to a still 
relatively low level, and this conclusion is valid regardless of the criterion of analysis used (capitalization 
value, transaction value, number of investors, issuers structure etc.). Fortunately, low exchange activity is not 
due to reaching the full potential of market development and/or its cap: the potential for future growth remains 
very high.  
There are several problems that cause low level activity:  
• lack of appropriate structures and a number of issuers on the market;  
• lack of appropriate structures and a number of investors on the market;  
• low value of transactions and capitalization;  
• reduced value and the small number of financing transactions in the primary market;  
• lack of a full-fledged offer of investment instruments on the market. 
All these elements are inter-connected and generate cause-effect relationship between them. For example, the 
low value of transactions generates little interest from investors (especially foreign) and for a few of them; in 
turn, fewer investors generate low levels of transactions. Another example is the lack of adequate structures for 
issuers in the market that generates low levels of transactions and capitalization, existing classes of investors 
for which the Romanian market is not attractive for this reason; in turn, the reduced value of transactions and 
capitalization generates little interest for new listings from potential issuers which don’t find too many 
successful examples of their field on the stock market.  
The main issues to be considered should follow:   
• Increase the quality of the issuers listed on the stock exchange structure;  
• Increase daily averages of transactions;  
• Increase the average number of retail investors;  
• Entry and the significant presence of some classes of institutional investors such as local insurance 
companies, future pension funds, foreign investment funds, other institutional investors and non-resident 
natural persons with a significant financial position or non-resident.  
Problem solving approach of mentioned issues should be made in an orderly manner. We consider that one of 
the main objectives required for the development of commodity exchanges at the moment (perhaps most 
important) is to increase the value of transactions. Achieving this goal will require or generate and solve other 
problems mentioned above. 
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4. "Shares profitability of BET-FI index portfolio"  
BET-FI (Bucharest Exchange Trading Investment Funds) is the first sector index of the Bucharest Stock 
Exchange which reflects the overall trend of financial investment funds prices traded on the BSE regulated 
market. 
BET-FI was launched on 31 October 2000 with a start value of 1000 points, as the third developed BSE index, 
respectively the first sector index. BET-FI index consists of financial investment companies and other similar 
institutions accepted to transaction on the regulated market of BSE. 
To analyze the profitability of a share portfolio we consider a portfolio containing 18.177.515.156 shares 
belonging to six companies listed on the Bucharest Stock Exchange which are part of the BET-FI, as shown in 
the table below. 
 
Table 1. BET-FI index composition 
 
Symbol Name of the company Number of shares 
FP FONDUL PROPRIETATEA 13.538.087.407 
SIF5 SIF OLTENIA S.A. 580.165.714 
SIF2 SIF MOLDOVA S.A. 519.089.588 
SIF1 SIF BANAT CRISANA S.A. 548.849.268 
SIF4 SIF MUNTENIA S.A. 807.036.515 
SIF3 SIF TRANSILVANIA S.A. 2.184.286.664 
Source: made by author based on data taken from the  http://bvb.ro/IndicesAndIndicators/indices.aspx 
 
The analyzed period is between 02.05.2014 and 02.10.2014. To calculate the return we determined the 
appreciation / depreciation of shares registered in the portfolio during the analyzed period. The situation is as 
follows: 
 
Table 2. Price variation  
 
Symbol Number of shares Pi1 (02.05.2014) 
Value of the 
portfolio 1 Pi2 (02.10.2014) 
Value of the 
portfolio 2 
Price 
variation  
FP 13538087407.00 0.76 10288946429.32 0.951 12874721124 25.13 
SIF1 548849268.00 1.08 592757209.44 1.22 669596107 12.96 
SIF2 519089588.00 1.20 622907505.60 1.45 752679902.6 20.83 
SIF3 2184286664.00 0.52 1133644778.62 0.2755 601770975.9 -46.92 
SIF4 807036515.00 0.72 581066290.80 0.8185 660559387.5 13.68 
SIF5 580165714.00 1.84 1066924748.05 1.79 1038496628 -2.66 
TOTAL 18177515156.00  14286246961.82  16597824125.14 23.03 
Source: author's calculations based on data taken from the http://bvb.ro 
Pi1= Share price at the beginning of the analyzed period (02.05.2014) 
Pi2= Share price at the end of the analyzed period (02.10.2014) 
 
Following the analysis it is noted that 4 of analyzed companies (FP6,)6,)܈L6,)H[SHULHQFHGDVOLJKW
appreciation while SIF3 and SIF5 shares recorded a depreciation. Overall, portfolio value increased by 23.03%. 
The analysis did not take into account the dividends given by the issuing company, so that the portfolio value 
remains the same and the profitability rates, in this case, are the same as price variations calculated by the 
formula: 
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Table 3. Portfolio profitability 
 
Symbol Profitability rate (%) 
The initial distribution 
(%) Portfolio profitability (%) 
FP 25.13 72.02 
16.18 
SIF1 12.96 4.15 
SIF2 20.83 4.36 
SIF3 -46.92 7.94 
SIF4 13.68 4.07 
SIF5 -2.66 7.47 
Sursa: calculele autorului pe baza datelor preluate de pe http://bvb.ro 
 
The initial distribution is the value that shares of companies own in the total value of the portfolio being 
calculated on the 02/05/2014. It can be seen that the largest share in the portfolio have Property Fund shares, of 
72.02%. Portfolio return is 16.18% and was calculated according to the profitability weighted average of the 6 
securities which form the portfolio. 
In conclusion we can say that the investor should consider the category of financial instruments that provide an 
optimum ratio between profitability and risk, ratio adjusted according to risk aversion, as well as the 
expectations they have to portfolio but also the financial possibilities available. 
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